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Telephone: (480) 839-5202 Fax: (480)345-84112,
Attorneys for Utility Source, LLC

Richard L. Sa llquis t, Esq. (00267
S ALLQUIS T, DRUMMOND &
4500 S, Lakeshore  Drive , Suite  339
Tempe, Arizona  85282
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DOCKET no. WS -04235A-06-0303
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7
EXCEPTIONS TO

RECOMMENDED OPINION
AND ORDER

8

IN THE MATTER OF THE AP P LICATION OF
UTILITY S OURCE, LLC FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS  UTILITY P ROP ERTY AND FOR
AN INCREAS AE IN ITS  WATER AND
WAS TEWATER RATES  AND CHARGES  FOR
UTILITY S ERVICE.
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9
Utility S ource , LLC ("Utility S ource " or the  "Compa ny"), by a nd through unde rs igne d

10
counse l, he reby files  its  Exceptions  to the  Recommended Opinion and Order issued December 4,

11
2007.

12
The  critica l fla w in  the  Re comme nde d Opinion a nd Orde r ("ROO") is  tha t it a dopts

13

e ntire ly the  S ta ff pos ition which recommends  ra te s tha t produce  a  nega tive  Opera ting Margin for
14

the  Company. This  is  obvious ly an untenable  pos ition for a  Company tha t is  expected to provide
15

any level of service to its customers.
16

The  S ta ff, a nd the  Adminis tra tive  La w Judge  a s  e vide nce d by the  re gurgita tion se t forth
17

in the  Background section of the  ROO, seem to neve r want to forge t, le t a lone  forgive , the  s ta rt

up his tory of this  Compa ny. The  initia l utility s e rvice  to the  a re a  wa s  through the  home owne rs

a s s ocia tion ("HOA"). As  you know, the  Arizona  Cons titution, a t Article  15 S e ction 2, pe rmits

unregula ted was tewa te r se rvice  to be  provided by non-profit HOA's . At the  time  of commencing

wa te r s e rvice , it wa s  not a n uncommon pra ctice  of home owne rs  a s socia tions  to provide  wa te r

s e rvice  a long with unre gula te d wa s te wa te r s e rvice , a nd it is  s ubmitte d tha t the re  s till e xis t
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1 nume rous  home owne rs  a s socia tions  throughout the  s ta te  providing such se rvice s  tha t a re  not

2 re gula te d by the  Commis s ion. S ta ff s e e ms  to ove rlook the  fa ct tha t the  HOA's  Cove na nt,

3 Conditions  a nd Re s trictions  ("CC&R's ") cle a rly s ta te  tha t the  s urroga te  ra te s  initia lly s e t for

4 those  se rvice s  we re  the  utility ra te s  of the  City of Fla gs ta ff which we re  to be  a djus te d a nnua lly

5 based upon the  actua l cost to the  HOA of providing those  se rvices . Despite  tha t, and the  fact tha t

6 S ta ffs  re comme nde d ra te s  in the  initia l Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity ca s e  we re

7 nea rly a s  high a s  those  reques ted by the  Company in this  proceeding, S ta ff appea rs  to want to

8 continue  to punish the  Compa ny for its  pa s t s ins . The  Compa ny be lie ve s  tha t is  ina ppropria te ,

9 and tha t tha t gra tuitous discussion should be  s tricken.

1 0 As  to the  s ubs ta nce  of the  ROO, the  re cord is  cle a r. To provide  wa te r s e rvice  to its

11 cus tome rs , the  Compa ny ha s  inve s te d lite ra lly millions  of dolla rs  to de ve lop the  2,500 plus  foot

12 deep wells  to se rve  the  exis ting C C &N area . Even then, a ll the  cos ts  of Well #4 a re  not included

13 in this  case . To ame liora te  the  impact of tha t inves tment on current cus tomers  and a t no sma ll

14 ris k to  the  Compa ny, the  Compa ny ha s  propos e d "pre fe rring", a nd the  S ta ff ha s  a dopte d,

15 inclus ion of 350 nonexis tent cus tomers  into the  ra te -making process  to le ssen the  impact. This ,

16 despite  the  fact tha t the  record is  clear tha t subsequent zoning changes provide  for a  maximum of

17 279 additiona l lots , not 350 lots , and with the  pre sent rea l e s ta te  marke t it is  unlike ly tha t many,

18 if a ny, of thos e  pro forma  cus tome rs  will ma te ria lize  in the  ne xt fe w ye a rs . Us ing s ta nda rd

19 ra te ma king proce dure s , the  re quire d incre a se  without including the  350 pro Ronna  cus tome rs

20 would have  been in the  ne ighborhood of 300%.

2 1 Furthe r the  ROO does  not provide  a  rea sonable  re turn. The  Applicant's  Brie f filed in this

22 d o c ke t d is c u s s e s  th is  e xte n s ive ly.  Th e  RO O  b lin d ly a d o p ts  th e  S ta ffs  ra te  o f re tu rn

23 recommenda tions . In addition to be ing too low, the  ROO adopts  a  diffe rent re turn for the  Wa te r
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1 a nd Wa s te wa te r Divis ions , 6.23% a nd 8.9% re s pe ctive ly. The  re cord cle a rly e s ta blis he s  how

2 S ta ff "ba cke d into" the  6.23% ra te  of re turn it is  re comme nding for the  Wa te r Divis ion, a fte r it

3 included Well # 4 in the  Ra te  Base  to ma tch tha t plant with the  350 pro formed wa te r cus tomers .

4 Th is  ma th e ma tica l co mp u ta tio n  d e ve lo p e d  th e  e xa c t re ve n u e  le ve l o f th e ir p re vio u s

5 re comme nda tion tha t did not include  We ll #4 in Ra te  Ba s e . Tha t re turn le ve l of 6.23% cle a rly

6 doe s  not re cognize  the  ris k a s s ocia te d with including 350 pre forme d cus tome rs . Eve n the

7 combined re turn on both Divis ions  of 7% is  be low the  cos t of debt e s tablished in this  proceeding.

8 More ove r, the  ROO a dopts  a  combine d ra te  of re turn ove r 200 ba s is  points  be low re turns

9 a llowed by the  Commission in recent s imila r cases .

1 0 All tha t sa id, the  bottom line  is  tha t S ta ffs  recommended ra te s , and those  adopted by the

11 ROO, le a ve  the  Compa ny in a n Ope ra ting Loss  pos ition. This  is  incons is te nt with the  obliga tion

12 of the  Commiss ion to pe rmit the  Company to recovery its  legitima te  cos ts , le t a lone  ea rn a  re turn

13 on its  inves tment.

14 WHEREFORE, Utility Source  re spectfully reques ts  tha t the  Commiss ion re fe r this  ma tte r

15 ba ck to the  He a ring Divis ion with the  ins truction to modify the  ROO to a dopt the  Compa ny's

16 proposed ra tes , or a t a  minimum, provide  ra tes  tha t permit the  Company to recovery of the  Staff" s

1 7

1 8

approved opera ting costs  and provide  a  reasonable  Opera ting Margin.

}
Respectfully submitted this y of December, 2007 .
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19 SALLQUiST, DR ll/[onD & O'CONNOR, P .C.
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By:
Riche r L. S a llquis t
S ALLQUIS T, DRUMMOND & O'CONNOR, P .C.
4500 S . Lakeshore  Drive , Suite  339
Tempe , AZ 85282
Attorne ys  for Utility S ource , LLC
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The  origina l and fifteen copies
of t foregoing were Hied

s day of December, 2007:

3

4

Docke t Control
Arizona  Corpora tion Commiss ion
1200 W. Washington St.
P hoe nix, AZ 85007

5

6

7

Executive  Director
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

8

9

He a ring Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

1 0

11

1 2

Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

1 3

1 4

Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

1 5

1 6

1 7

Ponderosa  Fire  Dis trict
c/o Sta rr Lamphere , Board Chairman
P.O. BOX 16359
Be llemont, Arizona  86015

1 8

1 9

Da vid Hite sma n
4661 N Be llemont
Be llemont, Arizona  86015

20

21

De nnis  J one s
11573 W Cove  Cre s t
Be lle m ont, Arizona  86015
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